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Nigeria: Economic situation
After years of sustained growth, Nigeria is now Africa's biggest economy. However, with oil and gas
as the main source of foreign exchange and federal government revenue, it is suffering from the fall
in oil prices. Nigeria is yet to transform into a diversified and competitive modern economy.

Background: from a classic case of 'resource curse', to Africa's biggest economy
Nigeria was long known as a leading example of a country suffering from
what is known as the 'resource curse'. Despite huge oil wealth, the country
was for many years unable to substantially improve its economic situation,
and between 1970 and 2001, per capita GDP even fell slightly. Poor
macroeconomic management (including price controls for basic agricultural
commodities, foreign exchange controls, and long periods of high budget
deficit), endemic corruption and internal conflict were among the causes of
this unsatisfactory performance. Following Nigeria's return to democracy in
1999, important economic reforms were introduced, helping the country to
combat economic stagnation. A period of sustained growth ensued,
hovering at 6-8% per year, until 2015 when growth slowed as oil prices fell.
Among the most important measures taken was the introduction of the oil-price-based fiscal rule in 2004,
whereby the national budget was based on a conservative (i.e. lower) estimate for oil prices, with savings
being transferred to a special account to be used in more difficult times. Another such measure was the
signing of the Extractive Industries Transparency Initiative – an international standard for openness in the
management of revenues from natural resources, overseen by a multi-stakeholder group. In 2005, Nigeria
obtained the write-off of a significant part of its external debt. Launched in 2010, an official development
agenda, Nigeria 20:2020, aims to place the country among the world's top 20 economies by 2020, with GDP
of US$900 billion and per capita income of no less than US$4 000 per year. In 2014, Nigeria's National
Statistics Bureau rebased GDP to incorporate new sectors such as telecommunications, movies and retail.
This led to a substantial revision of the national GDP, which almost doubled in value, making Nigeria Africa's
biggest economy, ahead of South Africa. Development is unequally distributed across Nigeria's territory,
however, and only a few areas (particularly the state of Lagos and the oil-rich Delta region) are relatively
prosperous, although marked by high inequality; while northern regions tend to be poor.

Monetary policy
In order to shelter the population from the effect of lower oil revenues,
Nigeria's Central Bank has firmly pegged the Naira (Nigeria's national
currency) at an almost constant value against the US dollar since
March 2015, following a significant devaluation of around one quarter.
To this end, the Bank has already spent important foreign currency
reserves. Other measures taken to keep inflation under control have
included limits on foreign currency exchanges and on certain imports.
This policy has received some criticism from the IMF, who asked for
more flexibility in Nigeria's monetary policy; especially if oil prices stay
low in the longer term, as the country risks depletion of its foreign
currency reserves. President Muhammadu Buhari has recently declared
that he does not support devaluing the Naira.
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Macroeconomic indicators, 2015
GDP (PPP) per capita
Int$6 185
Inflation (average consumer prices)
9.1%
Current account balance (% of GDP)
-1.8%
Ease of doing business ranking
170 out of 189
Source: IMF, World Economic Outlook,
October 2015, World Bank Ease of doing
business.
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Fiscal policy
The new budget announced by President Buhari on 22 December 2015 is considered heavily expansionist,
despite the country's tight fiscal conditions. It increases spending by one quarter compared to 2015, to bring
needed stimulus to the economy; targeting a real GDP growth rate of 4.37% for 2016. Spending on
investments, especially in infrastructure, will more than triple, but the deficit is also expected to double, to
reach 2.16% of GDP – raising government debt to 14% of GDP. The deficit should be covered through
increased borrowing (distributed almost equally between international markets and the local market),
improved tax collection and reduced cost of government. The budget was based on an estimate of oil prices
of US$38 per barrel, but the price had dropped to US$28 in late January.

Economic sectors and their contribution to growth
Oil and gas are Nigeria's main sources of wealth, but the relative importance of the sector has declined in
recent years, from 13% of Nigeria's GDP in 2013 to slightly above 6% in 2015; in part because of the oil price
collapse. According to some estimates, Nigeria holds 2.2% of the world's proven oil reserves and 2.7% of its
gas reserves. The sector remains hugely important as a source of foreign reserves and government revenue:
it accounted for 94% of the country's total merchandise exports in 2014, remaining significant in 2015 at 87%
(as of the third quarter). Oil and gas have also made up more than half of the federal government's
revenues. Over-reliance on oil has proven to be an obstacle to the diversification of the economy and has
exposed the country to 'boom and bust' cycles; the economy is particularly vulnerable in the current context.

The non-oil sector has, however, not lacked dynamism in the
past, growing more quickly than the oil sector. In 2015, services
– mainly telecommunications, financial services and trade –
were the main driver of growth, reflecting their importance for
the economy (they represent slightly more than 50% of GDP),
followed by agriculture, while growth declined in the industrial
sector. This does not mean that services or agriculture are well
developed; even though agriculture employs more than 70% of
the population, it is dominated by unproductive subsistence
farming and contributes less than one quarter of GDP. Before
the discovery of oil reserves, Nigeria used to be an important
agricultural exporter, but today agricultural goods account for a

small (and declining) share of total exports. Nigeria is a food-deficit nation and depends on imports of grains,
livestock products, and fish. The level of industrialisation in Nigeria is low. Manufacturing accounts for under
10% of total GDP, and the existing manufacturing capacity is grossly under-used, especially in the textile,
fertiliser and refining sectors. The textile industry, once a significant economic sector, has decreased in
importance, which is symptomatic of what could be called a deindustrialisation trend. The country has
wasted the chance to develop extended production chains around its extractive sector, refining only a low
share of its crude oil and importing most refined oil products for internal consumption. After several decades
of inconclusive efforts to develop the automotive sector, the government adopted a new automotive policy,
and the first big car assembly plant opened in 2014. The movie industry is growing rapidly, currently standing
at around 1% of GDP. Nigeria's Nollywood makes low-cost films for an Africa-wide, and now global, audience.
Economic development is hindered by endemic corruption, huge infrastructure and energy deficits and
insecurity in several regions (including the oil-rich Niger Delta). Buhari has vowed to make the fight against
corruption a top priority. According to government sources, almost US$7 billion was stolen from government
coffers between 2006 and 2013. The oil sector is built on opaque relations with foreign companies, often
contributing to personal enrichment. Insufficient and intermittent electricity supply is a major hindrance to
economic activity and also a top concern for Nigerian citizens. Insecurity in the north-east has had a
disruptive effect on economic activity; oil theft in the south has deprived the country of €4.3 billion yearly.

The EU supports the development effort in Nigeria, especially in the northern territories, through the 11th
National Indicative Programme, funded by the European Development Fund. The programme will provide
€512 million between 2014 and 2020, of which almost a third is destined for the electricity sector. Nigeria is one
of 16 western African countries which concluded negotiations on an Economic Partnership Agreement with the EU.

See also complementary EPRS notes on the human rights, political, social and security situation in Nigeria.

GDP composition by sector (%) in 2014

Data source: Nigerian National Bureau of Statistics.
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